
540

12 CFR Ch. VII (1–1–04 Edition)§ 741.1 

this part contains substantive require-
ments that are not codified elsewhere 
in this chapter. Subpart B of this part 
lists additional regulations, set forth 
elsewhere in this chapter as applying 
to federal credit unions, that also 
apply to federally insured state-char-
tered credit unions. As used in this 
part, ‘‘insured credit union’’ means a 
credit union whose accounts are in-
sured by the National Credit Union 
Share Insurance Fund (NCUSIF).

Subpart A—Regulations That 
Apply to Both Federal Credit 
Unions and Federally Insured 
State-Chartered Credit Unions 
and That Are Not Codified 
Elsewhere in NCUA’s Regula-
tions

§ 741.1 Examination. 
As provided in Sections 201 and 204 of 

the Act (12 U.S.C. 1781 and 1784), the 
NCUA Board is authorized to examine 
any insured credit union or any credit 
union making application for insurance 
of its accounts. Such examination may 
require access to all records, reports, 
contracts to which the credit union is 
a party, and information concerning 
the affairs of the credit union. Upon re-
quest, such documentation must be 
provided to the NCUA Board or its rep-
resentative. Any credit union which 
makes application for insurance will be 
required to pay the cost of such exam-
ination and processing. To the max-
imum extent feasible, the NCUA Board 
will utilize examinations conducted by 
state regulatory agencies.

§ 741.2 Maximum borrowing authority. 
Any credit union which makes appli-

cation for insurance of its accounts 
pursuant to Title II of the Act, or any 
insured credit union, must not borrow, 
from any source, an aggregate amount 
in excess of 50 per centum of its paid-
in and unimpaired capital and surplus 
(shares and undivided earnings, plus 
net income or minus net loss).

§ 741.3 Criteria. 
In determining the insurability of a 

credit union which makes application 
for insurance and in continuing the in-
surability of its accounts pursuant to 

Title II of the Act, the following cri-
teria shall be applied: 

(a) Reserves—(1) General rule. State-
chartered credit unions are subject to 
section 216 of the Act, 12 U.S.C. 1790d, 
and to part 702 and subpart L of part 
747 of this chapter. 

(2) Special reserve for nonconforming 
investments. State-chartered credit 
unions (except state-chartered cor-
porate credit unions) are required to 
establish an additional special reserve 
for investments if those credit unions 
are permitted by their respective state 
laws to make investments beyond 
those authorized in the Act or the 
NCUA Rules and Regulations. For any 
investment other than loans to mem-
bers and obligations or securities ex-
pressly authorized in Title I of the Act 
and part 703 of this chapter, as amend-
ed, state-chartered credit unions (ex-
cept state-chartered corporate credit 
unions) are required to establish and 
maintain at the end of each accounting 
period and prior to payment of any div-
idend, an Appropriation for Non-con-
forming Investments in an amount at 
least equal to the net excess of book 
value over current market value of the 
investments. If the market value can-
not be determined, an amount equal to 
the full book value will be established. 
When at the end of any dividend period, 
the amount in the Appropriation for 
Non-conforming Investments exceeds 
the difference between book value and 
market value, the board of directors 
may authorize the transfer of the ex-
cess to Undivided Earnings. 

(b) Financial condition and policies. 
The following factors are to be consid-
ered in determining whether the credit 
union’s financial condition and policies 
are both safe and sound: 

(1) The existence of unfavorable 
trends which may include excessive 
losses on loans (i.e., losses which ex-
ceed the regular reserve or its equiva-
lent [in the case of state-chartered 
credit unions] plus other irrevocable 
reserves established as a contingency 
against losses on loans), the presence 
of special reserve accounts used specifi-
cally for charging off loan balances of 
deceased borrowers, and an expense 
ratio so high that the required trans-
fers to reserves create a net operating 
loss for the period or that the net gain 
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